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In this article, data from a recent study funded by the Health Care Financing
Administration are used to examine the level of knowledge about health care
insurance coverage among Medicare beneficiaries. Two related categories of this
knowledge are analyzed: knowledge of the Medicare program itselfand knowledge
of supplemental health insurance policies owned by program beneficiaries. The
results indicate that Medicare beneficiaries typically do not have high levels of
knowledge either about Medicare or about their supplemental health insurance.
Also analyzed are the factors that affect knowledge levels.
In recent years, the private health insurance market designed to sup-
plement Medicare coverage has received considerable publicity
through its own advertising and through some critical news stories that
culminated in congressional hearings on abuses in the market [1].
Approximately two-thirds of all Medicare eligibles purchase private
supplemental health insurance coverage. It has been estimated that
such policies paid over $6 billion in benefits to policyholders in 1980
[2]. The purchase of these policies has become so commonplace, and
the choice of policies so wide, that Consumers Union has rated many of
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these policies and has recommended that Medicare beneficiaries pur-
chase such coverage [3].
If consumers are well informed about what Medicare covers and
understand the health care expenses that private insurance policies do
and do not pay for, they will be in a much better position to make
insurance choices that best meet their needs. Thus, they will be much
less susceptible to the disappointment and confusion that can occur if
they discover that neither Medicare nor private insurance covers cer-
tain expenses. They will also be less likely to purchase insurance
unnecessarily, a possible consequence of underestimating the extent of
Medicare coverage. Furthermore, the decision concerning private
insurance purchases is important from a simple financial standpoint: in
previous research, we found that so-called "Medigap" policies (or
health insurance policies designed to supplement Medicare) sold in
1982 had average annual premiums ranging from $234 to $473 [4].
The purchase of this coverage, therefore, is a major financial invest-
ment for many elderly persons.
State governments- and more recently, the federal government-
have shown a great deal of interest in protecting purchasers of supple-
mental health insurance policies. Such concerns have been especially
great because purchasers often are more vulnerable, elderly persons
and because the Medicare program itself is sufficiently complicated to
make informed decisions concerning the purchase of supplemental pol-
icies difficult.
The rapid growth in the Medicare supplemental health insurance
market, combined with publicity surrounding some of its potential
problems, has heightened congressional interest. In June 1980, Con-
gress passed 'Voluntary Certification of Medicare Supplemental
Health Insurance Policies" (also called the Baucus legislation) to estab-
lish a mechanism for voluntaxy certification of these policies. If states'
regulations on Medicare supplemental insurance policies meet or
exceed the National Association of Insurance Commissioners' (NAIC)
model standards, any such policy issued in the state is considered to
meet the requirements of the legislation. The NAIC model details the
minimum standards-that is, prohibited policy provisions, minimum
benefits, loss ratio requirements,' and disclosure provisions-for sup-
plemental insurance policies. The disclosure provisions, for instance,
require insurers to provide both an outline of policy coverage in a
defined format and a buyer's guide. If a policy is issued in a state that
does not have legislation and regulations meeting these standards, the
company may voluntarily ask to receive certification. ByJanuary 1983,
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only four states- New York, Massachusetts, Rhode Island, and
Wyoming-had not met the requirements.
This article, drawing on data collected for a Health Care Financ-
ing Administration (HCFA) study of the impact of state regulations on
Medicare supplemental insurance policies [4], examines the factors
important in determining beneficiary knowledge. A presentation of
previous research done in this field precedes discussion of the data
sources and our definitions of the variables used in the analysis. We
then present the study findings, and conclude the article with a discus-
sion of the findings.
PREVIOUS RESEARCH
In this section, previous research in two areas will be presented: Medi-
care beneficiaries' knowledge of the Medicare program, and their
knowledge of the insurance policies they own.
KNOWLEDGE OF MEDICARE
In examining the health insurance knowledge of the elderly, one needs
first to examine the extent of their knowledge of the Medicare pro-
gram. If the elderly fail to understand the basic benefits to which they
are entitled under Medicare, it is unlikely that they can make intelli-
gent purchase decisions concerning insurance policies designed to sup-
plement the program.
One survey on knowledge of Medicare, conducted in 1977, was
analyzed by Lambert [5]. In that survey, 253 persons in Florida, 65
years or older, were asked 15 true/false questions about the benefits
provided by Medicare. The questions concerned the types of services
covered by Part A and Part B of Medicare, restrictions/limitations on
coverage, and copayments/deductibles. The mean number of ques-
tions answered correctly was 8.5, or slightly better than 50 percent
correct. Persons were most knowledgeable (more than 70 percent cor-
rect) about the fact that beneficiaries are responsible for paying the
Part A hospital deductible and the annual Part B deductible, and that
Part B pays a maximum of 80 percent of covered medical expenses.
They were least knowledgeable (less than 50 percent correct) about
Part A daily hospital and nursing home coinsurance, the hospital life-
time reserve days, and home health care coverage. Not surprisingly,
people appeared to be most knowledgeable about those items with
which they had more experience.
These scores were also examined in relation to age, education,
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income, and sex. No relationship was found between the scores and
age or income; however, the scores increased significantly for those
with higher education. Sex was also found to be a significant variable,
with women scoring slightly lower than men when scores were adjusted
for age, education, and income.
In another study, by LaTour, Friedman, and Hughes, interviews
were conducted with six groups of six to nine Medicare beneficiaries in
Illinois to discuss such topics as beneficiary understanding of and expe-
riences with the Medicare program and Medigap coverage [6].
Although the sample size was small and the research was intended to be
qualitative, the authors concluded that beneficiary understanding of
Medicare coverage was very low. Most did not understand the size of
the Part A deductible, or even its description. Similarly, few under-
stood Medicare's restrictions concerning long-term care coverage.
However, many of the beneficiaries were aware of the cost-sharing
features for physician services, perhaps because they had to deal with
them regularly. This pattern is similar to that found in the Lambert
study. Although most of the people interviewed owned supplemental
health insurance policies, they tended to overestimate the breadth of
services covered by their policies. For example, many believed that
their policies covered all nursing home and physician costs, when in
fact they did not.
Knowledge of Medicare should encompass more than an under-
standing of specific benefits. It should also indude a broader under-
standing of the degree of overall protection provided by Medicare and
the likelihood of financial risk. A person may either underinsure or
overinsure, according to his or her perception of financial risk. The
study by Lambert asked beneficiaries questions about the risks of
incurring various health care costs. Respondents tended to overesti-
mate the percentage of medical expenses typically paid by Medicare
and to understate daily hospital costs. These two findings indicate that
they underestimated their personal risk. On the other hand, these
beneficiaries overestimated the average hospital length of stay and the
proportion of Medicare beneficiaries who stay in the hospital for more
than 60 days. Their perception of personal risk, therefore, was inflated
in this regard.
KNOWLEDGE OF HEALTH INSURANCE COVERAGE
Relatively little research has been conducted on consumer knowledge
of health insurance policies; and, unfortunately, much that has been
done has excluded the elderly population (see, for example, [7,8]), a
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group with special information problems and one that purchases spe-
cial types of health insurance. A few studies including the elderly have
been conducted, however. The study by Lambert, discussed above,
also queried 250 persons residing in Florida about general insurance
concepts. Specifically, the survey included 11 questions about common
policy features, such as the meaning of preexisting-condition clauses,
waiting-period limitations, renewability provisions, benefit limits, and
loss ratio. The mean score was 4.9, or somewhat less than 50 percent
correct. The elderly were most knowledgeable (over 60 percent correct)
about the meaning of a preexisting-condition clause, indemnity bene-
fits, new waiting periods for a replaced policy, and "dread disease"
policies. They were the least knowledgeable (less than 30 percent cor-
rect) in understanding loss ratios, certain benefit-exclusion clauses,
and lifetime-maximum-benefit clauses.
A national population survey, conducted by A. D. Little, Inc.,
also explored general health insurance knowledge in areas such as
extent of health care expenses, cost and affordability of coverage, con-
tinuance provisions, and conditions of coverage [9]. The overall knowl-
edge of the U. S. population was found to be low, with the average
number of correct responses to questions falling between 40 percent
and 65 percent. Within the population as a whole, the elderly exhibited
the lowest level of knowledge with regard to the extent of health care
expenses and the cost and affordability of coverage. Many also did not
understand conditions of coverage for Medicare supplementary poli-
cies. For example, they believed that most policies would cover as
many days in the hospital as needed. When presented with a choice of
general hypothetical policies, they had difficulty selecting the Medicare
supplemental policy that would give better financial protection.
Finally, a substantial proportion of the elderly thought it advisable to
purchase more than one policy to cover the gaps in Medicare.
Another study, which specifically examined the health insurance
knowledge of the elderly, was conducted by Cafferata [10], using data
from the National Medical Care Expenditure Survey, a national
household survey conducted in 1977. In that study, individuals were
asked whether their supplemental health insurance policies included
particular coverages, and their responses were checked against actual
copies of these policies. Cafferata found that knowledge levels varied
considerably, according to the type of benefit in question. More than
80 percent of respondents knew whether or not their policies covered a
semiprivate hospital room and inpatient surgery. Knowledge levels
were also relatively high (over 60 percent) for other inpatient physician
services, tests, and x-rays. On the other hand, fewer than 40 percent of
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respondents knew whether their policies covered nursing home care,
and fewer than 25 percent understood their policies' mental health
coverage provisions.
These three studies of health insurance knowledge among Medi-
care beneficiaries also showed that the level of knowledge is related to
demographic characteristics. Each study found that individuals with
higher education had higher knowledge levels. Furthermore, two of the
three studies found that older beneficiaries and poorer ones had lower
knowledge than their counterparts.
DATA SOURCES
As part of a study funded by HCFA to evaluate the comparative
effectiveness of various state regulations, a survey of Medicare benefi-
ciaries was conducted in six states chosen to represent a mix of state
regulatoxy approaches. These states were: California, Florida, Missis-
sippi, New Jersey, Washington, and Wisconsin. The survey was
administered during 1982, to a sample of approximately 1,650 individ-
uals 65 years or older who owned Medicare supplemental health insur-
ance policies (such as Medigap policies, hospital indemnity policies,
specified-disease policies,.nursing home policies, HMO policies, and
major medical policies).2 Also surveyed were 800 individuals who did
not own a supplemental policy.3
Questions asked in the consumer survey were grouped in six
major areas: (1) use of Medicare services; (2) knowledge of the Medi-
care program; (3) knowledge of private health insurance policies
owned; (4) experience with policies, companies, and agents; (5) experi-
ence with information available to purchasers of supplemental health
insurance policies; and (6) socioeconomic characteristics. Individuals
who did not own any supplemental policies were asked only about
areas 1, 2, 4, and 6.
At the conclusion of the survey, beneficiaries who owned supple-
mental health insurance were asked to sign authorization forms so that
we could obtain copies of their policies from their insurance compan-
ies. Authorization forms were signed for 84 percent of the policies
owned by sample members. These forms were then mailed to insur-
ance companies, and 68 percent of the requested policies were
returned. We thus successfully obtained copies of 57 percent of the
policies owned by sample members. From these policies we coded
information on policy characteristics and benefit structures; our analy-
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sis of beneficiary knowledge of supplemental health insurance policies
is based on these policies.
VARIABLE DEFINITIONS
DEPENDENT VARIABLES
To assess knowledge of the Medicare program, both those who owned
and those who did not own supplemental health insurance policies were
asked whether the following six statements were true or false, or
whether they did not know:
-The costs of eyeglasses are covered by Medicare.
-Medicare pays all the bills you may have for visits to a doctor's
office.
- Medicare does not cover the cost of prescription drugs you buy
at a pharmacy.
- For a long hospital stay, Medicare does not cover any expenses
after 30 days.
-Medicare covers all the costs of a 6-month stay in a nursing
home.
- Medicare covers all the costs of a 5-day hospital stay, except for
a deductible of about $250.
The third statement and the last one are true; the other statements are
false. Respondents were not encouraged to guess because "don't know"
was one of the choices the interviewers gave them. However, those who
were willing to guess would score higher because the scoring system did
not penalize them for incorrect guessing: we wanted to err on the side
of higher beneficiary knowledge. For the analysis, we constructed seven
dependent variables: six dichotomous variables indicating whether the
beneficiary correctly answered each question, and a seventh indicating
the number of correct responses.4
To assess knowledge of the supplemental health insurance policies
they owned, all owners were asked a variety of questions concerning
their benefits. It should be acknowledged that these responses were
indicative of owners' knowledge at the time of the survey rather than at
the time they purchased the policy. It is therefore possible that their
responses understated the amount of knowledge they actually had at
the time of purchase of their policy. On the other hand, experience in
filing claims on a policy may have increased their knowledge over time.
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We have no way of assessing which of these conflicting factors predomi-
nated.
Using those policies that were obtained, we were able to check
responses and determine beneficiaries' level of knowledge. All owners
were asked questions about whether their policy had a maximum-
benefit limitation, coordination of benefits,5 guaranteed renewability,
and a waiting period before they were eligible for coverage. Cases were
removed from the analysis if the policy coders could not assess the
policy's benefits with respect to any of these features. One dependent
variable was the total correct number of responses for these four benefit
features.
Knowledge of policies for respondents with certain types of plans
could be analyzed further. For those with specified-disease, indemnity,
or Medigap policies who knew they had such coverage, we constructed
a dichotomous dependent variable indicating whether they answered
correctly regarding their policies' coverage of skilled-nursing-facility
(SNF) services.
A third dependent variable was constructed for those beneficiaries
having Medigap policies who knew they had such coverage. We exam-
ined this group's knowledge of six policy coverages: SNF, custodial-
care, Part A deductible, part B coinsurance, hospital coverage after
150 consecutive days, and prescription drugs. The variable constructed
was the total number of correct answers for these six areas.
The last dependent variable constructed was a dichotomous varia-
ble indicating beneficiaries' knowledge of whether their Medigap poli-
cies covered the Part B coinsurance amount.6
INDEPENDENT VARIABLES
Independent variables included the demographic characteristics of the
respondent (age, race, sex, marital status, education, family income,
and self-perceived health status), his/her state of residence-, and the
characteristics of the interview. State of residence is included to
account for the different regulatory environments and other features of
individual states that may affect the level of beneficiary knowledge but
are not captured by the other independent variables. Although most of
the states had adopted or were in the process of adopting the NAIC
model standards for supplemental health insurance policies at the time
of the interviews, state regulatory environments differed substantially
when the policies were purchased. California had had a long history of
regulation of Medicare supplemental insurance policies, having had
legislation specifying minimum coverage standards since January
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1973. Florida, the first state to adopt the NAIC model standards,
historically had focused on disclosure. Mississippi had few specific laws
or regulations concerning Medicare supplemental insurance purchase
before it adopted the NAIC standards in 1982. New Jersey did not
enact most of its Medicare supplemental regulations until 1979- the
result of a well-publicized series of newspaper exposes in 1978. The
state of Washington was providing extensive counseling by "volunteer
senior insurance benefits advisors" on the purchase of health insurance.
In 1978, Wisconsin initiated an approach to regulation of supplemental
insurance policies built around informed choice and providing for stan-
dardization of policy coverage and the ready availability of price infor-
mation.
STUDY RESULTS
This section is divided into two parts. The first part discusses findings
concerning knowledge of Medicare benefits; the second addresses
knowledge of supplemental health insurance policies. Because the sam-
ple was stratified (by age, sex, and state), two statistical packages
developed by the Research Triangle Institute-SESUDAAN [11] for
proportions and SURREGR [12] for regressions-were used to gener-
ate the results.
KNOWLEDGE OF MEDICARE
Table 1 shows the frequencies with which sample members correctly
answered the six questions. The sample includes all survey
respondents-both owners and nonowners. In general, respondents
were more aware of Medicare benefits for the services most often used:
eyeglasses, physician care, and prescription drugs. They tended to be
less knowledgeable about hospital and nursing home care, which most
beneficiaries use less frequently. Specifically, the question answered
correctly most often was the second: more than 80 percent of respon-
dents in all states except Mississippi correctly answered that Medicare
does not pay for all physician office visit costs; in Mississippi, 74
percent answered correctly. More than half of the respondents in all
states also correctly answered that Medicare does not cover eyeglasses
and prescription drugs. In almost every state, fewer than half of the
respondents correctly answered that Medicare does not cover all costs
of a 6-month nursing home stay, that it does cover a hospital stay
lasting more than 30 days, or that it does cover all costs of a 5-day
hospital stay after the deductible is met. It should be noted that most of
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the respondents who failed to answer the questions correctly did not
give the wrong answer; rather, they usually said that they did not know
whether the answer was true or false. Across states, the major pattern
that emerges is that respondents in Mississippi and New Jersey were,
on average, less knowledgeable than those in the other four states.
Table 2 presents the average (mean) number of correct answers
given (the maximum is six), by state and selected characteristics, for
the same sample as that in Table 1. Several patterns can be seen. With
regard to ownership status, policy owners were consistently more
knowledgeable than nonowners, with averages of 0.6 to 1.1 more cor-
rect answers in each of the states. There are no obvious patterns
according to age and sex. With respect to race, whites were consistently
more knowledgeable than nonwhites; average differences ranged from
0.4 in New Jersey to 1.6 in California and Florida. Not surprisingly,
more highly educated individuals tended to display greater knowledge
of Medicare than respondents with less education. Those with 13 or
more years of education had averages ranging from 0.5 to 1. 1 greater
than respondents with 8 years of education or less. In general, married
individuals were a little more knowledgeable than the unmarried, and
individuals with higher incomes tended to display more knowledge of
Medicare.
Table 2 also looks at knowledge associated with more intensive use
of medical care. The results indicate that individuals who had hospital
stays in 1981 tended to be a little more knowledgeable about Medicare
benefits than did other beneficiaries. Furthermore, sample members
who visited a physician during 1981 had slightly better knowledge than
those who did not.
The results of the regressions concerning knowledge of Medicare
are given in Table 3 for the seven dependent variables defined for both
policy owners and nonowners.7 There are few consistent differences by
sex and by self-perceived health status. Nonwhites scored lower than
whites on total knowledge and on the questions about eyeglasses, office
visits, nursing home stay, and 5-day hospital stay (other factors held
constant). Beneficiaries with more than a grade school education
scored better than those with less on total knowledge and on the ques-
tions concerning coverage of glasses, 30-day hospital stay, and nursing
home stay. Those with a college education scored higher than benefi-
ciaries with 0-8 years of education in almost all categories. Widows and
widowers had significantly lower levels of knowledge than those cur-
rently married with respect to their total score, as well as coverage of
office visits, drugs, and eyeglasses. Income also had the expected
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on several individual items, holding constant age, sex, marital status,
and education. Sample members who owned supplemental policies
were consistently more knowledgeable than nonowners in almost all
areas of knowledge.
With respect to state dummy variables, beneficiaries in Florida,
California, Washington, and Wisconsin had higher total knowledge
scores than beneficiaries in Mississippi and New Jersey (other factors
held constant). This was also true for knowledge of Medicare coverage
for glasses and for nursing home stays. Respondents from Florida more
often answered correctly the question concerning Medicare's coverage
of office visits. California and Florida beneficiaries had greater knowl-
edge of coverage of drugs and were more knowledgeable about Medi-
care's coverage of a 5-day hospital stay. Beneficiaries living in Florida
and Wisconsin were more knowledgeable concerning hospital stays of
30 days.
KNOWLEDGE OF SUPPLEMENTAL HEALTH
INSURANCE POLICIES
Table 4 shows the level of beneficiaxy knowledge for policies that we
collected from the insurance companies. The sample sizes given in the
table refer to all policies obtained from the insurance companies. The
table indicates that the beneficiaries did not, in general, have particu-
larly good knowledge of their supplemental health insurance policies.
The first part of the table shows the proportion of all types of policies
for which beneficiaries correctly answered questions concerning four
particular policy benefits: whether the policy had a maximum limita-
tion on benefits, whether it was guaranteed renewable, whether benefit
eligibility was subject to any waiting periods subsequent to purchase,
and whether the policy had a coordination-of-benefits provision. In
general, beneficiaries knew least about coordination-of-benefits provi-
sions; by state, only 17-34 percent had owners who answered this
question correctly. Between 66 and 91 percent of policies in the states
were, in fact, subject to coordination-of-benefits provisions. Regarding
guaranteed-renewability provisions, 18-38 percent of policies had ben-
eficiaries who answered correctly. The proportions of policies with
guaranteed renewability varied widely between states, ranging from 6
percent in New Jersey to 81 percent in Wisconsin. With regard to
maximum benefit limitations, 21-45 percent of policies had beneficia-
ries who answered correctly. The proportions of policies with such a
limitation ranged from 13 to 50 percent. Finally, beneficiaries showed
the most knowledge with regard to waiting periods: 38-51 percent of
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policies had owners who answered correctly. The proportion of policies
subject to a waiting period ranged from 4 to 14 percent.
Table 4 also shows levels of knowledge for certain benefits, sepa-
rately for indemnity and Medigap policies. The sample sizes include
only those policy types for which the beneficiaxy correctly identified
that type. For example, indemnity policy owners were included only if
they correctly identified their policy as an indemnity policy. Because it
is likely that beneficiaries able to identify their policy types would be
somewhat more knowledgeable, the figures presented in this table may
show a somewhat higher level of knowledge than that possessed by the
population as a whole.
Looking at indemnity policies, the majority of owners were able to
identify both whether their policies covered skilled-nursing facilities
(SNFs) and whether they covered custodial care. By state, knowledge
of SNF benefits in indemnity policies ranged from 45 to 87 percent; for
custodial care, it ranged from 49 to 85 percent. Interestingly, levels of
knowledge for Medigap policy owners were considerably lower for
these two benefits, ranging from 21 to 41 percent knowledgeable about
Medigap policies SNF coverage and from 26 to 46 percent correct
regarding their custodial care coverage.
Medigap policy owners did show fairly high levels of knowledge
concerning coverage for Medicare copayments and prescription drugs.
Regarding coverage of the Part A deductible, between 51 and 84 per-
cent of policies had beneficiaries who answered correctly; for the Part B
coinsurance, the percentage of policies identified correctly ranged from
63 to 84 percent in all states except Mississippi, where it was 42 per-
cent. Beneficiaries were consistently knowledgeable about prescription
drug coverage; policies knowledge levels ranged from 66 to 88 percent.
However, they knew much less about coverage for hospital stays that
exceeded 150 days; in all states except New Jersey, only 34-48 percent
of policies had owners correctly identifying whether these were cov-
ered. In New Jersey, the level was 12 percent.
As discussed earlier, four dependent variables were constructed to
measure the familiarity of policy owners with the specific provisions of
their policies. Respondents were not required to demonstrate that they
knew the answers to the questions used to construct these variables,
only that they could obtain the answers. Thus, if they wanted to, they
were allowed to consult their policies or other written material such as
consumer guides. They were also allowed to consult a spouse or other
family member present at the time of the interview. The measures of
knowledge obtained appear to be the best indicators of the respondents'
ability to evaluate carefully a supplemental health insurance policy.
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Table 5 presents the results of regressions on these four consumer
knowledge variables. The first variable assesses policyholders' total
knowledge of four of their policy features: maximum-benefit limita-
tions, guaranteed renewability, coordination-of-benefit clauses, and
waiting periods. This variable, which has a value between 0 and 4,
inclusive, is shown in column 1 of the table. The second dependent
variable, shown in column 2, is constructed only from those sample
members who had specified-disease, hospital indemnity, or Medigap
policies, and who correctly identified their policies as such. It is a
dichotomous variable indicating whether they answered correctly
regarding their policies' coverage of SNFs. The next dependent varia-
ble, listed in column 3, applies only to beneficiaries who correctly
identified their policies as Medicare supplements. It is a continuous
variable taking on a value between 0 and 6, inclusive, which equals the
total score for the number of correct answers concerning the policies'
coverage of SNFs, custodial care, the Part A deductible, the Part B
coinsurance, hospital coverage after 150 consecutive days, and pre-
scription drugs. The fourth column in Table 5 is a dichotomous varia-
ble indicating whether these same owners of Medigap policies
answered correctly regarding their policies' coverage of the Part B
coinsurance.
Comparison of the four regressions indicates some consistent find-
ings. Sex appears to have no effect on knowledge of policies. Increased
age seems to relate negatively to knowledge of policies, especially con-
cerning knowledge of the four overall policy features and, for those
having Medigap policies, the Part B coinsurance. Race is not signifi-
cant. Having a college education seems significantly to improve the
knowledge of policyholders about SNF coverage and the Part B coin-
surance; however, it appears to have a negative effect on their knowl-
edge of the four overall policy features. The reason for this discrepancy
is unclear. Those with higher incomes fare better on the questions
related to the four overall policy features, but results on the other
variables are not significantly affected by income. Being in poor health
tends to be associated with lower knowledge scores on the four overall
policy features and the six coverages for Medigap policies, and with
better knowledge of SNF coverage.
Beneficiaries in California, Washington, and Mississippi were sig-
nificantly better informed than the others concerning the four overall
policy features. No significant difference by state was shown with
respect to knowledge of SNF coverage. Medigap policyholders in
Washington, Florida, California, and Wisconsin were more knowl-
edgeable about the six coverages. With respect to knowledge of Part B
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Table 5: Regression Results for Owners' Knowledge of
Supplemental Policies
Dependt Variabls
(1) (2) (3) (4)
4 Policy Part B
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Table 5: Continued
Dependent Variables
(1) (2) (3) (4)
4 Policy Part B
Independent Variables Features SNF 6 Coverages Coinsurance
Sample member consulted
policy during interview 0.191 0.072 0.362T -0.047
Sample member was not
primary respondent during
interview 0.040 0.048 0.083 0.159*
Mean of dependent variable 1.349 0.212 3.323 0.708
Constant 1.826 0.086 2.670 0.748
R2 0.128 0.105 0.209 0.192
Sample size 548 680 357 363
*Coefficient statistically significant at the 10 percent confidence level.
tCoefficient statistically significant at the 5 percent confidence level.
1Coefficient statistically significant at the 1 percent confidence level.
- = control group.
coverage for Medigap policyholders, those in Washington were more
knowledgeable and those in Mississippi less knowledgeable than bene-
ficiaries in the other four states.
DISCUSSION
Basic to a competitive market is the assumption that consumers make
informed choices among competing alternatives. The generally low
level of knowledge demonstrated by Medicare beneficiaries in this
study poses a barrier to the establishment of a competitive market in
supplemental health insurance and argues for study of the likely deter-
minants of beneficiary knowledge.
Our multivariate analysis of knowledge by Medicare beneficiaries
showed differences in knowledge both by demographic characteristics
and by state of residence. With respect to knowledge of Medicare itself
by beneficiaries, nonwhites and widows or widowers had consistently
less knowledge and those on higher education and income levels con-
sistently had more knowledge of Medicare coverages. Owners of sup-
plemental health insurance policies also had more knowledge of Medi-
care than those who were not owners. Sex and age tended not to make
a difference in the amount of knowledge beneficiaries had; neither did
the self-perceived health status of the beneficiary.
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Regarding knowledge of policy features by those beneficiaries
owning supplemental policies, those in higher age groups had consist-
ently less knowledge of their policy coverages. No other sociodemo-
graphic group of owners had a consistent pattern of significance. Those
who considered their health status as poor had significantly less knowl-
edge in some areas, but they had more knowledge in one area (SNF
coverage).
Those states with more active information dissemination pro-
grams had beneficiaries with higher levels of knowledge. Beneficiaries
in Florida, California, Washington, and Wisconsin had significantly
higher total knowledge scores than beneficiaries in Mississippi and
New Jersey. Knowledge of policy coverages by owners was higher on
more knowledge variables in Washington and California than in the
other four states. The fact that information dissemination programs
improve beneficiaries' knowledge is also suggested by the larger HCFA
study from which the data presented in the article were taken [4]. The
study found that two types of information dissemination activities are
effective in increasing beneficiaries' knowledge of the Medicare pro-
gram and of the insurance policies they purchase. These two activities
are: (1) development and distribution of a consumer buyer's guide, and
(2) referral services to advise consumers on the purchase of supplemen-
tal health insurance.
To try to promote these types of information dissemination activi-
ties, HCFA has developed a number of informational pamphlets
regarding general Medicare information, claims and procedures,
Medicare forms, special services, and insurance to supplement Medi-
care. Since 1980, HCFA has also been conducting a nationwide train-
ing program for volunteers to counsel Medicare beneficiaries who wish
assistance in making private health insurance decisions. More than
36,000 such volunteers have been trained.
More research is necessary to assess the effectiveness and cost of
specific interventions currently in use to increase consumer knowledge.
In addition, further research should focus on developing alternative
programs to promote consumer awareness and on evaluating these
alternatives. The results of these investigations will aid policymakers in
increasing the level of consumer knowledge about Medicare and sup-
plemental health insurance policies.
Although it is clear that attempts in some states and by the federal
government to make more information available to consumers have
improved consumer knowledge somewhat, serious gaps still appear to
exist in the knowledge of the average Medicare beneficiary. There is a
need, therefore, for at least some action to assure equitable and effi-
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cient resource allocation, including but not limited to the use of con-
sumer buyer's guides and buyer referral services. Without such action
it is likely that the workings of the "invisible hand of competition" will
result in less than optimal decisions by the elderly regarding their
medical insurance needs.
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NOTES
1. Loss ratios show the proportions of policy premiums that are returned to
policyholders in benefits.
2. Medigap policies usually pay for some or all of Medicare's deductible and
coinsurance amounts, and may cover some of the services that Medicare
does not cover. Hospital indemnity policies usually pay a fixed amount
per day when the policyholder is in a hospital. Specified-disease policies
usually pay a fixed amount or pay for services when a particular disease-
usually cancer-is contracted. Nursing home policies usually pay a fixed
amount per day or cover services when the policyholder is in a skilled-
nursing facility. These policies normally do not cover services in an inter-
mediate care or custodial care setting. HMO policies usually provide
services directly, at no cost, after an enrollment fee has been paid. Major
medical policies usually pay for health care expenses after an annual
deductible has been met.
3. The actual sampling scheme used was a stratified two-stage probability
sample. The sample was stratified by eight age and sex categories. Pri-
mary sampling units were zip codes, and second-stage sample units were
Medicare enrollees within each zip code. The probability that a zip code
was selected was proportional to the number of eligible Medicare enroll-
ees living within that zip code. A random sample of Medicare beneficia-
ries was selected within each zip code. Individuals selected were screened
by telephone into three groups: those who did not own policies, those who
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owned policies and had recently purchased their policies, and those who
owned policies but had not recently purchased them. Those who did not
own policies were interviewed by telephone. Owners of policies received
household interviews in proportions designed to result in household inter-
views completed with approximately 100 recent purchasers and 150 own-
ers who had not purchased their policies recently. The overall completion
rate was 86 percent, with 7 percent ineligible (physical/mental incapacity,
institutionalized, deceased, living out of state, etc.) and 7 percent unable
to be interviewed (refusal, no phone, not available, etc.). Weights were
created for each sample member that reflected the probabilities of inclu-
sion in the sample. These sample weights were used in the analysis.
4. Because the dependent variables are not continuous, this method could
result in inconsistent standard errors. However, it is our experience in
numerous studies that ordinary least-squares (OLS) regression techniques
provide very close approximations to those produced by logit analysis. For
example, in one recent study [13], we found that OLS estimates resulted
in the same signs for all 30 of our dependent variables and that 28 of the
30 had identical significance levels (i.e., significant at the 1, 5, or 10
percent level).
5. A coordination-of-benefits provision states that the policy will pay for
benefits only to the extent that another source is not paying for them. For
example, a policy coordinated with Medicare will not pay for the benefits
that Medicare pays for, such as hospital costs after the initial deductible.
By definition, Medigap policies are coordinated with Medicare. A policy
that is coordinated with another private health insurance policy will not
pay for certain benefits when the beneficiaxy already has coverage through
the other policy.
6. The design of the questionnaire made it necessary for beneficiaries to be
able to identify their policy by type (e.g., specified-disease, indemnity,
Medigap) in order for the correct series of questions to be asked. For
example, beneficiaries with true Medigap insurance who did not identify
their policy "as one specifically designed to pay for most medical expenses
that are not paid by Medicare" did not have the opportunity to respond to
any of the six questions about Medigap policy coverage. It is possible that
they might have been very well informed about their policy coverage but
were not able to define their type of policy appropriately. More likely we
have erred on the conservative side, however, by restricting our sample to
a perhaps better-informed group.
7. Because the survey was based on a stratified rather than a simple random
sample (see Note 3), ordinary least-squares regression will give inconsis-
tent standard errors. Instead, we used SURREGR, a regression package
developed by the Research Triangle Institute, which correctly computes
coefficients and standard errors for samples of this type. In the regression,
each state has been given equal weight; that is, the sums of the weights in
each of the six study states is equal. We followed this procedure because
these six states were chosen to represent a cross section of regulatory
approaches.
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